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Dear Mr. Palmisano, 

 

Raftelis is pleased to provide this Water, Wastewater, and Solid Waste Rate Study Report to the City of 

Watsonville. The overall purpose of the study was to develop a proposed five-year schedule of water, wastewater, 

and solid waste rates for Fiscal Year (FY) 2022 through FY 2026 that is fair, equitable, and in compliance with 

Proposition 218 requirements. 

 

The major goals of the study are to: 

» Develop a five-year financial plan for the Cityõs Water, Wastewater, and Solid Waste Enterprises to ensure 

financial sufficiency, meet operating costs, fund long-term capital needs, and maintain prudent reserves.  

» Update the prior water and solid waste cost of service analyses to ensure a strong nexus between proposed 

rates and the cost to provide service to customers. 

» Develop water, wastewater, and solid waste rates in compliance with Proposition 218 requirements. 

 

This report summarizes key results and recommendations related to the development of the proposed financial 

plans, cost of service analyses, and rates. It has been a pleasure working with you, and we thank you and other City 

staff for the support provided to Raftelis during this study. 

 

Sincerely,  

 

 

 
 

 

Sanjay Gaur Charles Diamond  

Project Director Lead Analyst  
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1.Executive Sum m ary  
 

1.1.Study  Overview  
Public water, wastewater, and solid waste utilities in California typically perform a cost of service analysis every 

five to ten years to ensure that customers are appropriately charged commensurate with the cost to provide service. 

The City last conducted a water, wastewater, and solid waste cost of service and rate design study in 2015, which 

established proposed rates over a five-year period through Fiscal Year (FY) 2020. Adopted FY 2020 rates remain in 

effect as of FY 2021. 

 

The City engaged Raftelis to conduct a water, wastewater, and solid waste rate study to establish a proposed five-

year schedule of rates for FY 2021 to FY 2025. Due to the impacts of the COVID-19 pandemic, the City decided to 

postpone any proposed rate changes until FY 2022. Therefore, the proposed rate schedule shown in this report is 

for a five-year period from FY 2022 to FY 2026. Note that proposed rates cannot be implemented until formally 

adopted by City Council after a public hearing in accordance with Proposition 218 requirements.   

 

This study was conducted using industry-standard principles outlined by the American Water Works Associationõs 

Principles of Water Rates, Fees, and Charges: Manual of Water Supply Practices - M1 Seventh Edition and the Water 

Environment Federationõs Financing and Charges for Wastewater Systems. The major objectives of this study are to: 

» Develop a five-year financial plan that sufficiently funds the Cityõs water, wastewater, and solid waste 

operations and maintenance expenses, debt service payments, and capital expenditures while adequately 

funding reserves and achieving debt coverage requirements.  

» Conduct cost of service analyses that establish a clear nexus between the cost to serve water and solid 

waste customers and the rates charged to customers, per Proposition 218 and industry standards. Note that 

no wastewater cost of service analysis was conducted as part of this study. Raftelis recommends that a 

wastewater cost of service analysis be conducted as part of the next rate study. 

» Review the Cityõs existing water, wastewater, and solid waste rate structures to ensure that proposed rates 

achieve the financial and policy objectives of the City. 

» Develop a five-year schedule of water, wastewater, and solid waste rates that are fair, equitable, and 

compliant with Proposition 218 requirements. 

 

1.2.Water Rate  Study  

1.2.1.WATER ENTERPRISE PROPOSED FINANCIAL PLAN 
 

Raftelis conducted a status quo cash flow analysis to evaluate whether existing water rates adequately fund the 

Water Enterpriseõs various expenses over the five-year study period. Annual projections of revenues, O&M 

expenses, debt service payments, and capital expenditures through FY 2026 were developed by Raftelis with the 

assistance of City staff.  

 

The Water Enterprise is projected to generate sufficient revenues from water rates over the study period to 

adequately fund its operating expenses, maintain healthy debt coverage, and maintain reserve funding above target 

levels under the status quo financial plan (i.e., no rate increases). However, reserves are projected to be drawn 

down significantly in the absence of any revenue increases, even though projected reserves exceed target amounts 

in each year.  
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In light of the substantial Water Enterprise CIP planned beyond FY 2026, Raftelis recommends that the Water 

Enterprise maintain reserve balances near current levels through FY 2026 to ensure sufficient capacity to fund 

planned CIP projects through FY 2030. Raftelis recommends one percent annual revenue adjustments (i.e., gross 

increases in water rate revenue) each year over the study period to achieve this goal (see Table 1-1).  

 

Table 1-1: Proposed Water Enterprise Revenue Adjustments  

Fiscal Year Effective Date 
Revenue  

Adjustment 

FY 2022 July 1, 2021 1.0% 

FY 2023 July 1, 2022 1.0% 

FY 2024 July 1, 2023 1.0% 

FY 2025 July 1, 2024 1.0% 

FY 2026 July 1, 2025 1.0% 

 

Figure 1 shows the Water Enterpriseõs ten-year Capital Improvement Plan (CIP) by anticipated funding source. 

Although the study period only extends through FY 2026, annual capital expenditures through FY 2030 were 

considered in this study due to the substantial level of expenditure anticipated beyond FY 2026. The most 

significant CIP project costs over the next ten years are associated with constructing a new reservoir at the Airport 

Booster Station ($10.4 million in FY 2023), Chromium 6 treatment plant construction ($22.0 million in FY 2025), 

and Freedom Reservoir site improvements ($48.6 million between FY 2027-FY 2029). New revenue bonds are 

assumed to be utilized to finance these three large CIP projects. 

 

Figure 1: Water Enterprise CIP Summary  

 
 

Figure 2 compares the status quo and proposed financial plans. Revenues under the proposed financial plan and 

status quo financial plan are represented by the blue and red dashed lines, respectively. Revenue requirements 

including O&M expenses, debt service, pay-as-you-go CIP, and reserve funding are represented by the various 

stacked bars. Green bars represent drawdown of reserves when negative and buildup of reserves when positive. 

Proposed revenue adjustments result in modest annual revenue increases relative to the status quo, but 

cumulatively have an important impact on projected debt coverage and reserve balances through FY 2026.  
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Figure 2: Water Enterprise Status Quo Versus Proposed Financial Plan 

 
 

Figure 3 shows the Water Enterpriseõs projected ending balance under the proposed financial plan. The light blue 

bars indicate the ending balance. The operating reserve target and total (operating plus capital) reserve targets are 

represented by the red and blue dashed lines, respectively. Total annual CIP expenditures are represented by the 

shaded green area. Maintaining reserves near current levels through FY 2026 is necessary to ensure that the Water 

Enterprise will be able to adequately fund substantial CIP projects from FY 2027-FY 2030. 

 

Figure 3: Proposed Water Enterprise Financial Plan ï Projected Reserve Ending Balance 

 

 
1.2.2.PROPOSED WATER RATES 
 

Water customers are currently billed monthly for two primary charges: 1) Meter Size Availability Fees and 2) 

Water Consumption Charges per hundred cubic feet (CCF) of water delivered. The Meter Size Availability Fee is a 

fixed monthly charge that varies based on water meter size. Water Consumption Charges vary based on customer 
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class. Residential customers are subject to a three-tiered Water Consumption Charge rate structure. All other 

customer classes are subject to a uniform Water Consumption Charge rate structure. Additionally, customers with 

private fire lines are subject to a fixed monthly Fire Service Availability Fee based on the size of the fire line. 

Customers outside city limits are currently subject to higher Meter Size Availability Fees and Fire Service 

Availability Fees. 

 

Raftelis conducted a water cost of service analysis to apportion costs to customers and provide a basis for proposed 

rates. Additionally, Raftelis worked with City staff to evaluate potential changes to the existing water rate structure. 

Raftelis recommends the following revisions to the existing water rate structure: 

1. Eliminate Additional Unit Charges for Meter Size Availability Fees : The Cityõs current schedule of 

Meter Size Availability Fees includes an Additional Unit Charge per additional dwelling unit for multi-

family residential customers. Raftelis recommends that the City eliminate the Additional Unit Charge to 

simplify its water rate structure and improve customer equity.  

 

2. Differentiate Meter Size Availability Fees based on AWWA meter capacity : The current schedule of 

Meter Size Availability Fees is differentiated by meter size based on meter capacity ratios provided by City 

staff during the previous water rate study in 2015. Raftelis recommends that proposed Meter Size 

Availability Fees be differentiated based on meter capacity values from AWWAõs Manual M1. This 

proposed change will better align the Cityõs rate structure with current rate-setting norms in California.  

 

3. Implement a single schedule of Fire Service Availability Fees for Inside City and Outside City 

Customers: The Cityõs current schedule of Fire Service Availability Fees includes separate charges for 

Inside City and Outside City customers. Raftelis recommends consolidation of the Fire Service Availability 

Fee rate structure so that Inside City and Outside City customers are subject to the same schedule of 

charges in order to simplify the rate structure. 

 

4. Update Residential Tier Allotments: Raftelis recommends that the City update its current residential 

monthly tier allotments to account for changes in the Cityõs water supply conditions and customer water 

use patterns since the last water rate study was conducted in 2015. Raftelis recommends modifying the 

existing tier allotments so that Tier 1 provides for average indoor water use, Tier 2 provides for average 

outdoor water use, and Tier 3 includes all additional water use. The current and proposed residential 

monthly tier allotments are shown in Table 1-2.  

 

Table 1-2: Proposed Changes to Residential Tier Allotments 

Residential Tier 
Current Monthly 

Allotment 
(per Dwelling Unit) 

Proposed Monthly 
Allotment 

(per Dwelling Unit) 

Tier 1 0-5 CCF 0-6 CCF 

Tier 2 6-10 CCF 7-12 CCF 

Tier 3 >10 CCF >12 CCF 

 

Table 1-3 through Table 1-5 show proposed Meter Size Availability Fees, Fire Service Availability Fees, and Water 

Consumption Charge rates through FY 2026. Proposed FY 2022 rates (effective July 1, 2021) directly incorporate 

the results of the water cost of service analysis plus the proposed one percent revenue adjustment in FY = 2022. All 

rates are then uniformly increased by one percent each subsequent year through FY 2026 in accordance with the 

proposed water revenue adjustment schedule.    
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Table 1-3: Proposed Schedule of Meter Size Availability Fees 

Monthly Meter Size Availability Fee  Current 
Proposed 
July 2021 

Proposed 
July 2022 

Proposed 
July 2023 

Proposed 
July 2024 

Proposed 
July 2025 

Inside City Limits       

5/8" $33.54 $28.76  $29.05  $29.34  $29.63  $29.93  

3/4" $33.54 $28.76  $29.05  $29.34  $29.63  $29.93  

1" $47.12 $57.11  $57.68  $58.26  $58.84  $59.43  

1.5" $81.00 $104.37  $105.41  $106.47  $107.53  $108.61  

2" $121.64 $161.07  $162.68  $164.31  $165.95  $167.61  

3" $230.00 $312.28  $315.40  $318.55  $321.74  $324.96  

4" $351.96 $482.39  $487.21  $492.09  $497.01  $501.98  

6" $567.20 $954.93  $964.48  $974.12  $983.86  $993.70  

8" $1,275.07 $1,521.98  $1,537.20  $1,552.58  $1,568.10  $1,583.78  

Additional Unit Charge $5.43 N/A N/A N/A N/A N/A 

       

Outside City Limits       

5/8" $37.77 $33.78  $34.12  $34.46  $34.80  $35.15  

3/4" $37.77 $33.78  $34.12  $34.46  $34.80  $35.15  

1" $53.38 $69.65  $70.35  $71.05  $71.77  $72.48  

1.5" $92.37 $129.46  $130.75  $132.06  $133.38  $134.71  

2" $139.13 $201.22  $203.23  $205.26  $207.31  $209.39  

3" $263.80 $392.57  $396.50  $400.46  $404.47  $408.51  

4" $404.12 $607.84  $613.92  $620.06  $626.26  $632.52  

6" $651.75 $1,205.83  $1,217.89  $1,230.07  $1,242.37  $1,254.80  

8" $1,466.18 $1,923.42  $1,942.65  $1,962.08  $1,981.70  $2,001.52  

Additional Unit Charge $5.43 N/A N/A N/A N/A N/A 

 

Table 1-4: Proposed Schedule of Fire Service Availability Fees 

Monthly Fire Service Availability Fee   Current 
Proposed 
July 2021 

Proposed 
July 2022 

Proposed 
July 2023 

Proposed 
July 2024 

Proposed 
July 2025 

Inside City Limits       

2" and smaller $19.25 $17.52  $17.69  $17.87  $18.05  $18.23  

4" $53.33 $37.54  $37.91  $38.29  $38.67  $39.06  

6" $59.26 $83.01  $83.84  $84.68  $85.52  $86.38  

8" $65.84 $161.44  $163.06  $164.69  $166.34  $168.00  

10" $72.45 $279.42  $282.22  $285.04  $287.89  $290.77  

       

Outside City Limits       

2" and smaller $23.29 $17.52  $17.69  $17.87  $18.05  $18.23  

4" $62.38 $37.54  $37.91  $38.29  $38.67  $39.06  

6" $68.46 $83.01  $83.84  $84.68  $85.52  $86.38  

8" $75.08 $161.44  $163.06  $164.69  $166.34  $168.00  

10" $81.66 $279.42  $282.22  $285.04  $287.89  $290.77  
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Table 1-5: Proposed Schedule of Water Consumption Charge Rates 

Water Consumption Charge Rates  
(per CCF) 

Current 
Proposed 
July 2021 

Proposed 
July 2022 

Proposed 
July 2023 

Proposed 
July 2024 

Proposed 
July 2025 

Residential Tiered Rates       

Tier 1 (Current: 1-5 CCF / Proposed 1-6 CCF) $3.84 $3.95  $3.99  $4.03  $4.07  $4.11  

Tier 2 (Current: 6-10 CCF / Proposed 7-12 CCF) $4.53 $5.17  $5.22  $5.27  $5.32  $5.38  

Tier 3 (Current: >10 CCF / Proposed: >12 CCF) $6.14 $8.00  $8.08  $8.16  $8.25  $8.33  

       

Non-Residential Uniform Rates       

Non-Residential $4.83 $4.72  $4.77  $4.82  $4.86  $4.91  

Industrial $3.79 $3.76  $3.80  $3.84  $3.88  $3.91  

Irrigation $6.73 $6.74  $6.81  $6.88  $6.95  $7.02  

 

1.3.Wastewater Rate  Study  

1.3.1.WASTEWATER ENTERPRISE PROPOSED FINANCIAL PLAN 
 

Raftelis conducted a status quo cash flow analysis to evaluate whether existing wastewater rates adequately fund 

the Wastewater Enterpriseõs various expenses over the five-year study period. Annual projections of revenues, 

O&M expenses, debt service payments, and capital expenditures through FY 2026 were developed by Raftelis with 

the assistance of City staff. 

 

In the absence of any revenue adjustments (i.e., rate increases), Wastewater Enterprise reserves are projected to be 

fully depleted in FY 2024. Additionally, projected debt coverage is projected to fall below the requirement 

beginning in FY 2024. The status quo financial plan is clearly insufficient to meet the Wastewater Enterpriseõs 

financial needs over the study period. This demonstrates a clear need for revenue adjustments over the study period 

to increase rate revenues and ensure the financial viability  of the Wastewater Enterprise. 

 

The Wastewater Enterprise must increase its revenues from wastewater rates over the study period to adequately 

fund its operating and capital expenditures, meet required debt coverage, and maintain sufficient reserve funding. 

Raftelis worked closely with City staff to determine appropriate wastewater revenue adjustments. Substantial 

capital needs over the next ten years will clearly require increased rate revenues to ensure sufficient debt capacity 

and reserves to fund planned CIP projects. Raftelis and City staff recommend that 7.5 percent revenue adjustments 

be implemented annually over the next five fiscal years (see Table 1-6).  

 

Table 1-6: Proposed Wastewater Enterprise Revenue Adjustments 

Fiscal Year Effective Date 
Revenue  

Adjustment 

FY 2022 July 1, 2021 7.5% 

FY 2023 July 1, 2022 7.5% 

FY 2024 July 1, 2023 7.5% 

FY 2025 July 1, 2024 7.5% 

FY 2026 July 1, 2025 7.5% 

 

Figure 4 shows the Wastewater Enterpriseõs ten-year Capital Improvement Plan (CIP) by anticipated funding 

source. Although the study period only extends through FY 2026, annual capital expenditures through FY 2030 

were considered in this study due to the substantial level of expenditure anticipated beyond FY 2026. The most 

significant CIP project costs over the next ten years are associated with main switchgear and energy recovery 
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electrical system improvements ($15.0 million in FY 2024) and headworks diversion structure replacement 

($15.0 million in FY  2028). New revenue bonds are assumed to be utilized to finance these two large CIP projects. 

Additionally, a commercial loan is anticipated to finance a sewer cleaning truck replacement ($500,000 in 

FY 2021). Note that a portion of treatment-related CIP costs are shared with three outside sanitary districts based 

on the allocation of capacity at the Cityõs wastewater treatment plant.  

 

Figure 4: Wastewater Enterprise Capital Improvement Plan 

 
 

Figure 5 compares the status quo and proposed financial plans. Revenues under the proposed financial plan and 

status quo financial plan are represented by the blue and red dashed lines, respectively. Revenue requirements 

including O&M expenses, debt service, pay-as-you-go CIP, and reserve funding are represented by the various 

stacked bars. Green bars represent drawdown of reserves when negative and buildup of reserves when positive. 

Current wastewater revenues under the status quo fail to sufficiently recover O&M expenses by the end of the 

study period. Proposed revenue adjustments are projected to generate $13.5 million in additional rate revenue over 

the study period relative to the status quo. 

 

Figure 5: Wastewater Enterprise Status Quo Versus Proposed Financial Plan 
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Figure 6 shows the Wastewater Enterpriseõs projected ending reserve balance under the proposed financial plan. 

The light blue bars indicate the ending balance. The operating reserve target and total (operating plus capital) 

reserve targets are represented by the red and blue dashed lines, respectively. Total annual CIP expenditures are 

represented by the shaded green area. Under the proposed financial plan, reserves are drawn down to cover a 

portion of pay-as-you-go CIP in FY 2022, before slowly building back up through the end of the study period. City 

staff determined that the magnitude of revenue adjustments necessary to achieve the total reserve target by the end 

of the study period was not feasible due to the unacceptably high impact on customer affordability. 

 

Figure 6: Proposed Wastewater Enterprise Financial Plan ï Projected Reserve Ending Balance 

 
 

1.3.2.PROPOSED WASTEWATER RATES 
 

Wastewater customers are currently billed monthly based on a rate structure that varies by customer class. 

Residential customers are subject to a fixed charge per dwelling unit. Commercial customers are subject to a fixed 

charge plus a variable charge per CCF of water use. Commercial customers classified as eating/  food preparation 

establishments and bakeries are subject to a higher variable charge rate due to the relatively higher wastewater 

strength1 of these establishments. Industrial customers pay three different charges: per million gallons of 

wastewater flows, per 1,000 pounds of biological oxygen demand (BOD), and per 1,000 pounds of suspended 

solids (SS) based on actual measurement of each industrial customerõs wastewater discharge. 

 

Raftelis did not conduct a wastewater cost of service analysis as part of this study. It is recommended that the City 

conduct a wastewater cost of service analysis during the next wastewater rate study (which will be necessary to 

establish wastewater rates beyond FY 2026). In this study, proposed wastewater rates are determined by increasing 

current rates each year by the proposed wastewater revenue adjustments. The proposed five-year schedule of 

wastewater rates for FY 2022 to FY 2026 is shown in Table 1-7. 

 

 
1 Wastewater strength refers to the concentration of organic and particulate matter in wastewater.  
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Table 1-7: Proposed Schedule of Wastewater Rates 

 Wastewater Rates Current 
Proposed 
July 2021 

Proposed 
July 2022 

Proposed 
July 2023 

Proposed 
July 2024 

Proposed 
July 2025 

 Residential Fixed Charge        

Single & Multiple Family Residential Monthly 
Charge (per dwelling unit) 

$42.84 $46.06  $49.51  $53.22  $57.22  $61.51  

       

Commercial Fixed Charge       

Minimum Monthly Fee  $23.63 $25.41  $27.31  $29.36  $31.56  $33.93  

       

Commercial Charges per Unit of Water 
Consumed (CCF)   

       

High-Strength: Eating and food preparation 
establishments; bakeries 

$5.50 $5.92  $6.36  $6.84  $7.35  $7.90  

Low-Strength: Laundries; other commercial $3.17 $3.41  $3.67  $3.94  $4.24  $4.56  

       

Industrial Charges       

Flow (per million gallons) $2,225.48 $2,392.40  $2,571.83  $2,764.71  $2,972.06  $3,194.97  

Biological Oxygen Demand (per 1,000 
pounds) 

$221.70 $238.33  $256.21  $275.42  $296.08  $318.28  

Suspended Solids (per 1,000 pounds) $533.50 $573.52  $616.53  $662.77  $712.48  $765.91  

 

1.4.Solid Waste Rate  Study  

1.4.1.PROPOSED SOLID WASTE ENTERPRISE FINANCIAL PLAN 
 

Raftelis conducted a status quo cash flow analysis to evaluate whether existing solid waste rates adequately fund 

the Solid Waste Enterpriseõs various expenses over the five-year study period. Annual projections of revenues, 

O&M expenses, debt service payments, and capital expenditures through FY 2026 were developed by Raftelis with 

the assistance of City staff.  

 

In the absence of any revenue adjustments (i.e., rate increases), Solid Waste Enterprise reserves are projected to be 

fully depleted in FY 2024. More critically, net revenues are projected to be negative in all years throughout the 

study period. This means that Solid Waste Enterprise O&M expenses would exceed revenues in all years, 

indicating a serious operating deficit. The status quo financial plan is insufficient to meet the Solid Waste 

Enterpriseõs financial needs over the study period. This demonstrates a need for revenue adjustments over the study 

period to increase rate revenues and ensure the financial viability of the Solid Waste Enterprise. 

 

The Solid Waste Enterprise must increase its revenues from rates over the study period to adequately fund its 

operating and capital expenditures, maintain sufficient reserve funding, and provide debt capacity to fund long-

term CIP. Raftelis worked closely with City staff to determine appropriate solid waste revenue adjustments. 

Operating and capital funding needs over the next five years will necessitate significant increases in rate revenues to 

ensure the financial viability of the Solid Waste Enterprise. Raftelis and City staff recommend that 7.5 percent 

revenue adjustments be implemented annually over the next three fiscal years, followed by 5 percent annual 

revenue adjustments in the final two fiscal years of the study period (see Table 1-8).  
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Table 1-8: Proposed Solid Waste Enterprise Revenue Adjustments 

Fiscal Year Effective Date 
Revenue  

Adjustment 

FY 2022 July 1, 2021 7.5% 

FY 2023 July 1, 2022 7.5% 

FY 2024 July 1, 2023 7.5% 

FY 2025 July 1, 2024 5.0% 

FY 2026 July 1, 2025 5.0% 

 

Figure 7 shows the Solid Waste Enterpriseõs ten-year Capital Improvement Plan (CIP) by anticipated funding 

source. Although the study period only extends through FY 2026, annual capital expenditures through FY 2030 

were considered in this study to account for long-term capital needs. The most significant CIP project costs over 

the next ten years are associated with replacing collection vehicles ($7.5 million through FY 2030), closure of the 

Cityõs Cell III of the landfill ($2.6 million in FY 2023), and Cell IV opening costs ($4.1 million in FY 2024). 

Commercial loans are assumed to be utilized to finance collection vehicle replacement over the study period ($2.0 

million in FY 2021 and $0.8 million in FY 2023). Additionally, a California Infrastructure and Economic 

Development Bank (IBank) loan is assumed to be utilized to finance landfill Cell IV opening ($4.1 million in FY 

2024). 

 

Figure 7: Solid Waste Enterprise CIP Summary 

 
 

Figure 8 compares the status quo and proposed financial plans for the Solid Waste Enterprise. Revenues under the 

proposed financial plan and status quo financial plan are represented by the blue and red dashed lines, respectively. 

Revenue requirements including O&M expenses, debt service, pay-as-you-go CIP, and reserve funding are 

represented by the various stacked bars. Green bars represent drawdown of reserves when negative and buildup of 

reserves when positive. Current revenues under the status quo fail to sufficiently recover O&M expenses in all 

years. Proposed revenue adjustments are projected to generate $16.7 million in additional rate revenue over the 

study period relative to the status quo. 
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Figure 8: Solid Waste Enterprise Status Quo Versus Proposed Financial Plan 

 
 

Figure 9 shows the Solid Waste Enterpriseõs projected ending reserve balance under the proposed financial plan. 

The light blue bars indicate the ending balance. The operating reserve target and total (operating plus capital) 

reserve targets are represented by the red and blue dashed lines, respectively. Total annual CIP expenditures are 

represented by the shaded green area. Under the proposed financial plan, reserves are drawn down through 

FY 2023 before building back up to above the total reserve target in FY 2025 and FY 2026. Note that an òalert 

balanceó is displayed in FY 2023 when reserve balances are projected to fall below the operating reserve target. 

City staff determined that the magnitude of revenue adjustments necessary to remain above the operating reserve 

target every year throughout the study period was not feasible due to the unacceptably high impacts on customer 

affordability. 

 

Figure 9: Proposed Solid Waste Enterprise Financial Plan ï Projected Reserve Ending Balance 

 

 

  



 

 

 12        CITY OF WATSONVILLE        

 

1.4.2.PROPOSED SOLID WASTE RATES 
 

The majority of Solid Waste Enterprise operations is associated with weekly pickup services provided to customers. 

However, the Solid Waste Enterprise does also provide one-time temporary services. Customers receiving weekly 

pickup services are billed monthly. Customers receiving temporary services are charged per service. Raftelis 

conducted a solid waste cost of service analysis to apportion costs to customers and provide a basis for proposed 

rates. Additionally, Raftelis worked with City staff to evaluate potential changes to the existing solid waste rate 

structure. Raftelis recommends the following revisions to the existing solid waste rate structure: 

 

1. Solid Waste (Organics) to be charged the same rate as other weekly pickup services: The current solid 

waste rate schedule for weekly pickup services includes unique rates for Solid Waste (Organics) customers. 

The Solid Waste Enterprise plans to significantly expand organics recycling due to recent legislation in the 

state that mandates the diversion of organic wastes from landfills (namely AB 1383 and SB 1383). The 

anticipated changes to the Solid Waste Enterpriseõs cost structure over the study period make it challenging 

to develop unique Solid Waste (Organics) rates that are fair and equitable. Furthermore, differentiated 

rates for Solid Waste (Organics) may produce revenue instability as organics recycling expands. Therefore, 

Raftelis recommends that Solid Waste (Organics) customers be charged the same rates as other weekly 

pickup customers.  

 

2. Temporary Special Use Containers to be charged the same rate as other temporary services: The current 

solid waste rate schedule for temporary services includes unique rates for Temporary Special Use 

Containers (Wood Waste, Yard Trimmings, & Scrap Metal). Raftelis recommends that Temporary Special 

Use Containers be charged the same rates as other temporary services. This proposed change will simplify 

the current solid waste rate structure. 

 

 

Table 1-9 and Table 1-10 show proposed monthly charges through FY 2026 for weekly pickup services and one-

time charges for temporary services. Proposed FY 2022 rates (effective July 1, 2021) directly incorporate the results 

of the solid waste cost of service analysis plus the proposed 7.5 percent revenue adjustment in FY 2022. All rates 

are then uniformly increased each subsequent year through FY 2026 in accordance with the proposed solid waste 

revenue adjustment schedule.    
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Table 1-9: Proposed Schedule of Solid Waste Rates for Weekly Pickup Services 

Monthly Charge per Weekly Pickup Current 
Proposed 
July 2021 

Proposed 
July 2022 

Proposed 
July 2023 

Proposed 
July 2024 

Proposed 
July 2025 

Cart Service        

32 gal $35.60 $35.64  $38.31  $41.19  $43.25  $45.41  

68 gal $57.41 $59.82  $64.30  $69.13  $72.58  $76.21  

95 gal $73.76 $77.95  $83.80  $90.08  $94.59  $99.32  

         

Container Service        

1 cu yd $138.56 $149.78  $161.02  $173.09  $181.75  $190.84  

1.5 cu yd $199.73 $217.60  $233.92  $251.46  $264.03  $277.23  

2 cu yd $260.91 $285.42  $306.82  $329.83  $346.33  $363.64  

3 cu yd $383.25 $421.05  $452.63  $486.58  $510.90  $536.45  

4 cu yd $505.61 $556.67  $598.42  $643.30  $675.47  $709.24  

6 cu yd $750.31 $827.94  $890.03  $956.78  $1,004.62  $1,054.85  

8 cu yd $995.00 $1,099.20  $1,181.64  $1,270.27  $1,333.78  $1,400.47  

         

Drop Box Service        

20 cu yd $2,463.19 $2,726.76  $2,931.27  $3,151.12  $3,308.67  $3,474.10  

25 cu yd $3,078.99 $3,404.92  $3,660.29  $3,934.81  $4,131.55  $4,338.12  

30 cu yd $3,694.79 $4,083.07  $4,389.30  $4,718.50  $4,954.42  $5,202.14  

35 cu yd $4,310.58 $4,761.22  $5,118.31  $5,502.19  $5,777.30  $6,066.16  

40 cu yd $4,910.17 $5,439.38  $5,847.33  $6,285.88  $6,600.17  $6,930.18  

         

Compactor Drop Box Service        

3 cu yd $1,103.11 $1,234.83  $1,327.44  $1,426.99  $1,498.34  $1,573.26  

4 cu yd $1,470.80 $1,641.72  $1,764.85  $1,897.22  $1,992.08  $2,091.68  

10 cu yd $3,676.98 $4,083.07  $4,389.30  $4,718.50  $4,954.42  $5,202.14  

15 cu yd $5,515.45 $6,117.53  $6,576.34  $7,069.57  $7,423.05  $7,794.20  

20 cu yd $7,353.93 $8,151.98  $8,763.38  $9,420.63  $9,891.66  $10,386.24  

22 cu yd $8,089.32 $8,965.76  $9,638.19  $10,361.06  $10,879.11  $11,423.07  

25 cu yd $9,192.39 $10,186.44  $10,950.42  $11,771.70  $12,360.28  $12,978.30  

30 cu yd $11,030.89 $12,220.90  $13,137.46  $14,122.77  $14,828.91  $15,570.35  

35 cu yd $12,869.36 $14,255.35  $15,324.51  $16,473.84  $17,297.53  $18,162.41  

40 cu yd $14,707.83 $16,289.80  $17,511.54  $18,824.90  $19,766.15  $20,754.45  

         

Solid Waste (Organics) Collections        

68 gal $43.75 $59.82  $64.30  $69.13  $72.58  $76.21  

1 cu yd $94.99 $149.78  $161.02  $173.09  $181.75  $190.84  

2 cu yd $177.37 $285.42  $306.82  $329.83  $346.33  $363.64  

3 cu yd $259.75 $421.05  $452.63  $486.58  $510.90  $536.45  
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Table 1-10: Proposed Schedule of Solid Waste Rates for Temporary Services 

 Charge per Temporary Service Current 
Proposed 
July 2021 

Proposed 
July 2022 

Proposed 
July 2023 

Proposed 
July 2024 

Proposed 
July 2025 

Temporary Use Containers        

1 cu yd $34.65 $37.46  $40.27  $43.29  $45.45  $47.72  

1.5 cu yd $51.97 $54.41  $58.49  $62.88  $66.02  $69.32  

2 cu yd $65.25 $71.36  $76.72  $82.47  $86.59  $90.92  

3 cu yd $95.83 $105.27  $113.16  $121.65  $127.73  $134.12  

4 cu yd $126.41 $139.17  $149.61  $160.83  $168.87  $177.32  

6 cu yd $187.60 $207.00  $222.52  $239.21  $251.17  $263.73  

8 cu yd $248.77 $274.81  $295.42  $317.57  $333.45  $350.12  

       

On-Call Drop Box Service       

20 cu yd (<1/2 full) $309.94 $342.62  $368.31  $395.94  $415.73  $436.52  

20 cu yd $615.81 $681.69  $732.82  $787.78  $827.17  $868.53  

25 cu yd $768.75 $851.23  $915.08  $983.71  $1,032.89  $1,084.53  

30 cu yd $921.69 $1,020.77  $1,097.33  $1,179.63  $1,238.61  $1,300.54  

35 cu yd $1,074.63 $1,190.31  $1,279.58  $1,375.55  $1,444.33  $1,516.54  

40 cu yd $1,227.55 $1,359.85  $1,461.84  $1,571.47  $1,650.05  $1,732.55  

50 cu yd $1,534.45 $1,698.92  $1,826.34  $1,963.32  $2,061.48  $2,164.56  

       

On-call Compactor Drop Box Service 

3 yd Compactor $276.12 $308.71  $331.87  $356.76  $374.59  $393.32  

4 yd Compactor $368.14 $410.44  $441.22  $474.31  $498.03  $522.93  

10 yd Compactor $920.34 $1,020.77  $1,097.33  $1,179.63  $1,238.61  $1,300.54  

12 yd Compactor $1,104.40 $1,224.21  $1,316.03  $1,414.73  $1,485.47  $1,559.74  

15 yd Compactor $1,380.49 $1,529.39  $1,644.09  $1,767.40  $1,855.77  $1,948.55  

20 yd Compactor $1,839.31 $2,038.00  $2,190.85  $2,355.16  $2,472.92  $2,596.57  

22 yd Compactor $2,024.72 $2,241.44  $2,409.55  $2,590.27  $2,719.78  $2,855.77  

25 yd Compactor $2,300.82 $2,546.62  $2,737.61  $2,942.93  $3,090.08  $3,244.58  

30 yd Compactor $2,756.92 $3,055.23  $3,284.37  $3,530.70  $3,707.23  $3,892.60  

40 yd Compactor $2,845.28 $4,072.46  $4,377.89  $4,706.24  $4,941.55  $5,188.62  

       

Temporary Special Use Containers* (Wood Waste, Yard Trimmings, & Scrap Metal) 

4 cu yd $102.77 $139.17  $149.61  $160.83  $168.87  $177.32  

6 cu yd $131.30 $207.00  $222.52  $239.21  $251.17  $263.73  

20 cu yd $363.07 $681.69  $732.82  $787.78  $827.17  $868.53  

25 cu yd $428.17 $851.23  $915.08  $983.71  $1,032.89  $1,084.53  

30 cu yd $494.36 $1,020.77  $1,097.33  $1,179.63  $1,238.61  $1,300.54  

35 cu yd $560.58 $1,190.31  $1,279.58  $1,375.55  $1,444.33  $1,516.54  

40 cu yd $593.72 $1,359.85  $1,461.84  $1,571.47  $1,650.05  $1,732.55  

       

Temporary Recycling       

3 cu yd $95.83 $105.27  $113.16  $121.65  $127.73  $134.12  

6 cu yd $187.60 $207.00  $222.52  $239.21  $251.17  $263.73  

15 cu yd $462.88 $512.16  $550.57  $591.86  $621.45  $652.53  

30 cu yd $921.69 $1,020.77  $1,097.33  $1,179.63  $1,238.61  $1,300.54  
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1.5.Monthly Bill Impacts  
Figure 10 includes sample monthly bill impacts for single family residential customers. All combined monthly bills 

shown include water, wastewater, and solid waste bills. Sample combined monthly bills are shown for two 

representative customers: 

 

1) Low -Impact Single Family Residential Customer: 

» Representative of a small household with 1-2 persons 

» Water service: 5/8-inch water meter using 6 CCF per month (median water use for residential customers) 

» Wastewater service: fixed monthly charge for one dwelling unit 

» Solid waste service: 32-gallon weekly cart service (smallest cart size) 

 

2) Typical Single Family Residential Customer: 

» Representative of an average family household with 3-4 persons 

» Water service: 5/8-inch water meter using 8 CCF per month (average water use for residential customers) 

» Wastewater service: fixed monthly charge for one dwelling unit 

» Solid waste service: 68-gallon weekly cart service (medium cart size) 

 

Figure 10: Single Family Residential Monthly Bill Impacts 
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Figure 11 shows a comparison of typical single family residential combined monthly water, wastewater, and solid 

waste bills in the City of Watsonville with four neighboring communities. All bills are calculated based on the 

smallest water meter size available, monthly water use of 8 CCF, and solid waste service comparable to the Cityõs 

68-gallon weekly cart service. Estimated monthly bills based on the Cityõs current and proposed FY 2022 rates are 

significantly lower than current monthly bills in all four neighboring communities. Monthly bills for other 

neighboring communities are based on rates currently in effect as of FY 2021. While customers in the City will 

experience monthly bill increases over the next five years under the proposed rate schedule, utility service will still 

remain affordable compared to other nearby communities. 

 

Figure 11: Single Family Residential Monthly Bill Comparison with Neighboring Communities 

 
Note: Figure reflects current rates for neighboring communities. 
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2. Introduction  
 

2.1.Agency  Overview  
The City of Watsonville (City) operates three independent and self-supporting utility enterprises, which are run by 

the Water, Wastewater, and Solid Waste Divisions. Each enterprise is managed and operated by the Cityõs Public 

Works & Utilities Department, and is funded primarily with rates and charges paid monthly by each customer. 

 

The Water Division is responsible for providing safe, reliable, and affordable drinking water to 66,000 residential, 

commercial, industrial, and institutional customers within the City as well as to parts of unincorporated areas of 

Santa Cruz County. Staff operates and maintains 190 miles of pipelines, 14 wells, 8 reservoirs and the Corralitos 

Filtration Plant treatment plant. The Cityõs primary water supply source is local groundwater from the Pajaro 

Valley Groundwater Basin produced by the Cityõs wells. The Water Division will require substantial capital 

expenditures over the next decade to continue operating within the State of Californiaõs Chromium 6 treatment 

guidelines. 

 

The Wastewater Division is responsible for providing wastewater treatment services to the City and three 

surrounding sanitary districts (Freedom County Sanitation District, Pajaro County Sanitation District, and 

Salsipuedes Sanitary District). Wastewater is highly treated to either the secondary level of treatment and 

discharged to the Monterey Bay National Marine Sanctuary or is treated to the tertiary level and is distributed for 

direct food crop irrigation as recycled water. In addition to the Cityõs wastewater treatment plant, City staff also 

maintains over 150 miles of wastewater pipelines as well as 33 sewer and storm water pump stations.   

 

The Solid Waste Division collects and disposes of the Cityõs refuse, recycling, and green waste. Staff also operates 

the highly-used public drop-off facility at 320 Harvest Drive and completes over 10,000 miles of street sweeping per 

year. The Solid Waste Division recently closed the Cityõs landfill when capacity was reached. Solid waste is now 

transported about 15 miles from the City and disposed of at the Monterey County Regional Waste Management 

Districtõs Monterey Peninsula Landfill in the City of Marina.  

 

Figure 12: Utility Enterprise Fund Structure 
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2.2. Study Overview  
Public water, wastewater, and solid waste utilities in California typically perform a cost of service (COS) analysis 

every five to ten years to ensure that customers are appropriately charged for service commensurate with the cost to 

provide service. The City last conducted a water, wastewater, and solid waste cost of service and rate design study 

in 2015, which established proposed rates over a five-year period through Fiscal Year (FY) 2020. Adopted FY 2020 

rates remain in effect as of FY 2021. 

 

The City engaged Raftelis to conduct a water, wastewater, and solid waste rate study to establish a proposed five-

year schedule of rates for FY 2021 to FY 2025. Due to the impacts of the COVID -19 pandemic, the City decided to 

postpone any proposed rate changes until FY 2022. Therefore, the proposed rate schedule shown in this report is 

for a five-year period from FY 2022 to FY 2026. The results of the study are documented in this report. Note that 

proposed rates cannot be implemented until formally adopted by City Council after a public hearing in accordance 

with Proposition 218 requirements.   

 

Study Objectives 

 

The major objectives of this study are to: 

» Develop a five-year financial plan that sufficiently funds the Cityõs water, wastewater, and solid waste 

operations and maintenance (O&M) expenses, debt service payments, and capital expenditures while 

adequately funding reserves and achieving debt coverage requirements.  

» Conduct COS analyses that establish a clear nexus between the cost to serve water and solid waste 

customers and the rates charged to customers, per Proposition 218 and industry standards. Note that no 

wastewater COS analysis was conducted as part of this study. Raftelis recommends that a wastewater COS 

analysis be conducted as part of the next rate study. 

» Review the Cityõs existing water, wastewater, and solid waste rate structures to ensure that proposed rates 

achieve the financial and policy objectives of the City. 

» Develop a five-year schedule of water, wastewater, and solid waste rates that are fair, equitable, and 

compliant with Proposition 218 requirements. 

 

2.3. Legal Requirements  
There are two provisions in the California Constitution that govern and impact rates ñ Article X, Section 2 

(òArticle Xó) and Article XIII D, Section 6 (òArticle XIII Dó). Article X was added to the California Constitution 

in 1928 as former Article XIV, Section 3, and amended in 1976. Article X applies specifically to water and provides 

that: 

 

òIt is hereby declared that because of the conditions prevailing in this State the general welfare requires that the water resources of 

the State be put to beneficial use to the fullest extent of which they are capable, and that the waste or unreasonable use or 

unreasonable method of use of water be prevented, and that the conservation of such waters is to be exercised with a view to the 

reasonable and beneficial use thereof in the interest of the people and for the public welfare.ó  

 

In November 1996, California voters approved Proposition 218, which amended the California Constitution by 

adding Article XIII C and Article XIII D. Article XIII D placed substantive limitations on the use of the revenue 

collected from property-related fees and on the amount of the fee that may be imposed on each parcel. 
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Additionally, it established procedural requirements for imposing new, or increasing existing, property-related fees. 

Water and wastewater service fees are property-related fees. 

 

In accordance with these provisions, a property-related fee must meet all of the following requirements:  

3. Revenues derived from the fee must not exceed the funds required to provide the property-related service;  

4. Revenues from the fee must not be used for any purpose other than that for which the fee is imposed;  

5. The amount of a fee imposed upon any parcel or person as an incident of property ownership must not 

exceed the proportional cost of the service attributable to the parcel;  

6. The fee may not be imposed for a service, unless the service is actually used by, or immediately available 

to, the owner of the property subject to the fee. A fee based on potential or future use of a service is not 

permitted, and stand-by charges must be classified as assessments subject to the ballot protest and 

proportionality requirements for assessments;  

7. No fee may be imposed for general governmental services, such as police, fire, ambulance, or libraries, 

where the service is available to the public in substantially the same manner as it is to property owners.   

 

The five substantive requirements in Article XIII D are structured to place limitations on (1) the use of the revenue 

collected from property-related fees and (2) the allocation of costs recovered by such fees to ensure that they are 

proportionate to the cost of providing the service attributable to each parcel. 

 

2.4. Rate Setting Methodology  
This study was conducted using industry-standard principles outlined by the American Water Works Associationõs 

(AWWA) Manual M1 and the Water Environment Federationõs (WEF) Financing and Charges for Wastewater 

Systems. The process and approach Raftelis utilized in the study to determine rates are informed by the Cityõs policy 

objectives, the current system of rates, and the legal requirements in California (namely, Proposition 218). The 

resulting financial plans, cost of service analyses, and rate design process follows five key steps, outlined below, to 

determine proposed rates that fulfill the Cityõs objectives, meet industry standards, and comply with relevant 

regulations. The overall process outlined below generally applies to the each of the water, wastewater, and solid 

waste rate studies presented in this report. Note that no COS analysis was conducted for the Wastewater 

Enterprise. 

 

1. Financial Plan: The first study step is to develop a multi -year financial plan that projects each enterprisesõ 

revenues, expenses, capital project financing, annual debt service, and reserve funding. The financial plan 

is used to determine revenue adjustments needed to recover adequate revenues to fund expenses and 

reserves. 

 

2. Revenue Requirement Determination: After completing the financial plan, the rate-making process begins 

with the determination of the revenue requirement for the test year, also known as the cost-of service year. 

The test year for this study is FY 2020. The revenue requirement should sufficiently fund each enterprisesõ 

operating costs, annual debt service (including coverage requirements), capital expenditures, and reserve 

funding needs. 

 

3. Cost of Service (COS) Analysis: The annual cost of providing service (i.e., the revenue requirement) is 

then distributed to customer classes commensurate with their use of and burden on the system. Note that 

no COS analysis was conducted for the Wastewater Enterprise in this study. A cost of service analysis 

involves the following steps: 
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» Functionalize costs ð The different components of the revenue requirement are categorized into 

functions such as supply, transmission, storage, customer service, etc. (for water).  

» Allocate to cost causation components ð The functionalized costs are then allocated to cost 

causation components such as supply, base delivery, peaking, etc. (for water).  

» Develop unit costs ð Unit costs for each cost causation component are determined using units of 

service. 

» Distribute cost components ð The cost components are allocated to each customer class and tier 

using the unit costs in proportion to their demand and burden on the system. 

 

A water cost of service analysis considers both the average water demand and peak demand. Peaking, or 

extra-capacity, costs are incurred during periods of peak consumption, most often coinciding with summer 

water use. There are additional capacity-related costs associated with designing, constructing, operating, 

maintaining, and replacing facilities to meet peak demand. Patterns of use impose additional costs on a 

water utility and are used to determine the cost burden on peaking-related facilities. Similarly, a solid waste 

cost of service analysis considers the volume of solid waste generated and the frequency of collection for 

each customer class. 

 

4. Rate Design: After allocating the revenue requirement to each customer class, the rate design and 

calculation process can begin. Rates do more than simply recover costs; within the legal framework and 

industry standards, properly designed rates should support and optimize the Cityõs policy objectives. Rates 

also act as a public information tool in communicating policy objectives to customers. This process also 

includes a bill impact analysis. 

 

5. Administrative Record Preparation and Rate Adoption:  The final step in a rate study is to develop the 

administrative record in conjunction with the rate adoption process. This report serves as the 

administrative record for this study. The administrative record documents the study results and presents 

the methodologies, rationale, justifications, and calculations used to determine the proposed rates. A 

thorough and methodological administrative record serves two important functions: maintaining 

defensibility in a stringent legal environment and communicating the rationale for revenue adjustments 

and proposed rates to customers and other key stakeholders.  
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3.Water Rate Study  
 

Raftelis developed a water rate model in Microsoft Excel to project financial calculations over the five-year rate-

setting period through FY 2026 (i.e., the òstudy periodó). The Cityõs fiscal year spans from July 1 through June 30. 

Projections in future years were generally made based on actual or estimated data from FY 2020 and the revised 

budget for FY 2021 using key assumptions outlined below. Assumptions were discussed with and reviewed by City 

staff to ensure that the City water systemõs unique characteristics are accurately addressed. Note that most table 

values shown throughout this report are rounded to the last digit shown; and therefore, may not sum precisely to 

the totals shown. 

 

3.1.Water Enterprise  Revenue Requirements  
Section 3.1 includes estimates and projections of annual revenues, O&M  expenses, debt service payments, capital 

expenditures, and reserve funding targets through FY 2026 for the Water Enterprise (Fund 720). These projections 

are necessary to determine annual water rate revenues required over the study period to achieve sufficient cash 

flow, maintain adequate reserves, and maintain adequate debt coverage. 

 

3.1.1. REVENUE FROM CURRENT WATER RATES 
 

Current Water Rates 
 

The Cityõs current water rates have been in effect since July 2019 and are shown below in Table 3-1 to Table 3-5. 

Water customers are currently billed monthly for two primary charges: 1) Meter Size Availability Fees and 2) 

Water Consumption Charges per hundred cubic feet (CCF) of water delivered.  

 

The Meter Size Availability Fee is a fixed monthly charge that varies based on water meter size (multi -family 

residential customers are also currently subject to an Additional Unit Charge for each additional dwelling unit). 

Additionally, customers with private fire lines are subject to a fixed monthly Fire Service Availability Fee based on 

the size of the fire line. Customers outside city limits are currently subject to higher Meter Size Availability Fees 

and Fire Service Availability Fees.  

 

Water Consumption Charges vary based on customer class. Residential customers are subject to a three-tiered 

Water Consumption Charge rate structure. For residential customers: the first 5 CCF per dwelling unit used each 

month is charged at the lowest rate (Tier 1), the next 5 CCF at a higher rate (Tier 2), and any additional use at the 

highest rate (Tier 3). All other customer classes are subject to a uniform Water Consumption Charge rate structure.  
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Table 3-1: Current Meter Size Availability Fees (Inside City Limits) 

Monthly Meter Size Availability Fee  
(Inside City Limits)  

Effective 
July 2019 

5/8" $33.54 

3/4" $33.54 

1" $47.12 

1.5" $81.00 

2" $121.64 

3" $230.00 

4" $351.96 

6" $567.20 

8" $1,275.07 

10" $1,569.07 

Additional Unit Charge $5.43 

 

Table 3-2: Current Meter Size Availability Fees (Outside City Limits) 

Monthly Meter Size Availability Fee  
(Outside City Limits)  

Effective 
July 2019 

5/8" $37.77 

3/4" $37.77 

1" $53.38 

1.5" $92.37 

2" $139.13 

3" $263.80 

4" $404.12 

6" $651.75 

8" $1,466.18 

10" $1,804.77 

Additional Unit Charge $5.43 

 

Table 3-3: Current Fire Service Availability Fees (Inside City Limits) 

Monthly Fire Service Availability Fee  
(Inside City Limits)  

Effective 
July 2019 

2" and smaller $19.25 

4" $53.33 

6" $59.26 

8" $65.84 

10" $72.45 
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Table 3-4: Current Fire Service Availability Fees (Outside City Limits) 

Monthly Fire Service Availability Fee  
(Outside City Limits)  

Effective 
July 2019 

2" and smaller $23.29 

4" $62.38 

6" $68.46 

8" $75.08 

10" $81.66 

 

Table 3-5: Current Water Consumption Charge Rates 

Water Consumption Charge Rates  
(per CCF) 

Effective 
July 2019 

Residential Tiered Rates  

Tier 1 (1-5 CCF/month) $3.84 

Tier 2 (6-10 CCF /month) $4.53 

Tier 3 (Over 10 CCF /month) $6.14 

  

Non-Residential Uniform Rates  

Non-Residential $4.83 

Industrial $3.79 

Irrigation $6.73 

 

Projected Water Service Connections 
 

Water connection growth projections are necessary to estimate water demand and rate revenues over the study 

period. City staff provided Raftelis with the number of water meters and fire lines by size for FY 2020. Raftelis then 

applied a 0.52 percent annual account growth rate2 to all connection types to project the number of water meters 

and fire lines in each year over the study period (see Table 3-6 to Table 3-9). 

 

 
2 Estimated by Raftelis based on 15-year water service area population growth estimates through 2035 from the Cityõs recent update to 

its Water Master Plan. 
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Table 3-6: Inside City Water Meter Counts 

Inside City Water Meters 
Actual 

FY 2020 
Projected 
FY 2021 

Projected 
FY 2022 

Projected 
FY 2023 

Projected 
FY 2024 

Projected 
FY 2025 

Projected 
FY 2026 

5/8" 8,075 8,117 8,159 8,202 8,244 8,287 8,331 

3/4" 531 534 537 539 542 545 548 

1" 1,689 1,698 1,707 1,716 1,724 1,733 1,742 

1.5" 239 240 241 243 244 245 247 

2" 254 255 257 258 259 261 262 

3" 35 35 35 36 36 36 36 

4" 27 27 27 27 28 28 28 

6" 6 6 6 6 6 6 6 

8" 1 1 1 1 1 1 1 

10" 0 0 0 0 0 0 0 

Total Water Meters 10,857 10,914 10,970 11,027 11,085 11,143 11,201 

        

Additional Dwelling Units 5,211 5,238 5,265 5,293 5,320 5,348 5,376 

 
 

Table 3-7: Outside City Water Meter Counts 

Outside City Water Meters 
Actual 

FY 2020 
Projected 
FY 2021 

Projected 
FY 2022 

Projected 
FY 2023 

Projected 
FY 2024 

Projected 
FY 2025 

Projected 
FY 2026 

5/8" 2,657 2,671 2,685 2,699 2,713 2,727 2,741 

3/4" 206 207 208 209 210 211 213 

1" 562 565 568 571 574 577 580 

1.5" 43 43 43 44 44 44 44 

2" 51 51 52 52 52 52 53 

3" 11 11 11 11 11 11 11 

4" 7 7 7 7 7 7 7 

6" 1 1 1 1 1 1 1 

8" 0 0 0 0 0 0 0 

10" 0 0 0 0 0 0 0 

Total Water Meters 3,538 3,556 3,575 3,594 3,612 3,631 3,650 

        

Additional Dwelling Units 1,240 1,246 1,253 1,259 1,266 1,273 1,279 
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Table 3-8: Inside City Private Fire Line Counts 

Inside City Private Fire Lines 
Actual 

FY 2020 
Projected 
FY 2021 

Projected 
FY 2022 

Projected 
FY 2023 

Projected 
FY 2024 

Projected 
FY 2025 

Projected 
FY 2026 

2" and smaller 25 25 25 25 26 26 26 

4" 111 112 112 113 113 114 115 

6" 130 131 131 132 133 133 134 

8" 70 70 71 71 71 72 72 

10" 5 5 5 5 5 5 5 

Total 341 343 345 346 348 350 352 

 

Table 3-9: Outside City Private Fire Line Counts 

Outside City Private Fire Lines 
Actual 

FY 2020 
Projected 
FY 2021 

Projected 
FY 2022 

Projected 
FY 2023 

Projected 
FY 2024 

Projected 
FY 2025 

Projected 
FY 2026 

2" and smaller 16 16 16 16 16 16 17 

4" 11 11 11 11 11 11 11 

6" 7 7 7 7 7 7 7 

8" 6 6 6 6 6 6 6 

10" 1 1 1 1 1 1 1 

Total 41 41 41 42 42 42 42 

 

Projected Water Demand 
 

City staff provided Raftelis with actual annual water use by customer class and tier for FY 2020. Beginning in 

FY 2021, annual water use for each customer class and tier was projected. No change in demand per account is 

assumed over the study period as no substantial changes in customer water use patterns over the study period can 

be anticipated at present. Therefore, annual usage increases are due solely to the projected 0.52 percent increase in 

customer accounts. Projected annual water use by customer class and tier over the study period is shown in 

Table 3-10. Total water use is shown in both hundred cubic feet (CCF) and acre-feet (AF). Residential water use by 

tier is based on the current tier allotments per dwelling unit (which are subject to proposed changes in subsequent 

report sections).  
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Table 3-10: Annual Water Use under Current Rate Structure 

Water Use (CCF) 
Actual 

FY 2020 
Projected 
FY 2021 

Projected 
FY 2022 

Projected 
FY 2023 

Projected 
FY 2024 

Projected 
FY 2025 

Projected 
FY 2026 

Residential        

Tier 1 955,478 960,452 965,452 970,478 975,531 980,609 985,714 

Tier 2 446,393 448,717 451,053 453,401 455,761 458,134 460,519 

Tier 3 377,705 379,671 381,647 383,634 385,631 387,639 389,657 

Subtotal 1,779,576 1,788,840 1,798,153 1,807,514 1,816,923 1,826,382 1,835,890 

        

Non-Residential        

Non-Residential 399,240 401,318 403,407 405,507 407,618 409,740 411,873 

Industrial 221,317 222,470 223,628 224,792 225,962 227,138 228,321 

Irrigation 153,829 154,630 155,435 156,244 157,057 157,875 158,697 

Subtotal 774,386 778,417 782,469 786,543 790,638 794,753 798,891 

        

TOTAL (CCF) 2,553,962 2,567,257 2,580,622 2,594,057 2,607,561 2,621,136 2,634,781 

Total (AF)  5,863   5,894   5,924   5,955   5,986   6,017   6,049  

 

The City also sells wholesale water to the Pajaro Valley Water Management Agency (PVWMA) at a unique rate 

per AF (currently $680.77 per AF as of FY 2021). The City sold 878 AF of wholesale water to PVWMA in 

FY 2020. Raftelis projects that wholesale water sales to PVWMA will remain level at 878 AF each year over the 

study period. 

 

Table 3-11: PVWMA Wholesale Water Sales Assumptions 

PVWMA Wholesale 
Water Sales 

Actual 
FY 2020 

Projected 
FY 2021 

Projected 
FY 2022 

Projected 
FY 2023 

Projected 
FY 2024 

Projected 
FY 2025 

Projected 
FY 2026 

Wholesale Water Rate 
(per Acre-Foot) 

$672.77  $680.17  $680.17  $680.17  $680.17  $680.17  $680.17  

Wholesale Water Use 
(Acre-Feet) 

878 878 878 878 878 878 878 

 

Projected Water Enterprise Revenue Under Current Rates 
 

The Water Enterpriseõs revenue sources consist of water rates, miscellaneous fees, interest earnings on cash 

reserves, and other non-rate revenues. The rate revenue projections shown in this section assume that current water 

rates are effective throughout the study period and represent estimated revenues in the absence of any water rate 

increases. This status quo scenario provides a baseline from which Raftelis evaluated the need for revenue 

adjustments (i.e., gross rate revenue increases).   

 

Raftelis projected annual water rate revenues from Meter Size Availability Fees, Fire Service Availability Fees, and 

Water Consumption Charges over the study period based on current water rates (from Table 3-1 to Table 3-5), 

projected number of water meters/private fire lines (from Table 3-6 to Table 3-9), and projected annual water use 

(from Table 3-10). Raftelis also projected PVWMA wholesale water sales revenue based on information shown in 

Table 3-11. Table 3-12 shows projected water rate revenues under current rates over the study period, calculated as 

follows: 
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Meter Size Availability Fee revenue = [ current monthly charge] × [number of meters] × [12 bills per year] 

 

Fire Service Availability Fee revenue = [ current monthly charge] × [number of fire lines] × [12 bills per year] 

 

Water Consumption Charge revenue = [current rate per CCF] × [annual water use in CCF] 

 

PVWMA Wholesale revenue = [ current rate per AF] × [annual wholesale water sales in AF] 

 

Table 3-12: Water Enterprise Rate Revenue from Current Rates 

Rate Revenue 
Projected  
FY 2020 

Projected  
FY 2021 

Projected  
FY 2022 

Projected  
FY 2023 

Projected  
FY 2024 

Projected  
FY 2025 

Projected  
FY 2026 

Retail        

Inside City 
Meter Size 
Availability Fees 

$5,628,161 $5,657,460 $5,686,912 $5,716,517 $5,746,277 $5,776,191 $5,806,261 

Outside City 
Water Size 
Availability Fees 

$1,947,818 $1,957,958 $1,968,151 $1,978,397 $1,988,697 $1,999,049 $2,009,456 

Inside City Fire 
Service 
Availability Fees  

$228,909 $230,100 $231,298 $232,502 $233,713 $234,929 $236,152 

Outside City 
Fire Service 
Availability Fees 

$24,842 $24,971 $25,101 $25,232 $25,364 $25,496 $25,628 

Water 
Consumption 
Charges 

$11,812,692 $11,874,187 $11,936,003 $11,998,140 $12,060,601 $12,123,386 $12,186,499 

Subtotal $19,642,422 $19,744,678 $19,847,466 $19,950,789 $20,054,650 $20,159,052 $20,263,997 

        

Wholesale        

PVWMA 
Wholesale 

$590,712 $597,210 $597,210 $597,210 $597,210 $597,210 $597,210 

Subtotal $590,712 $597,210 $597,210 $597,210 $597,210 $597,210 $597,210 

        

Total $20,233,134  $20,341,888  $20,444,676  $20,547,999  $20,651,860  $20,756,262  $20,861,207  

 

Table 3-13 shows all non-rate Water Enterprise revenues. All non-rate revenues in FY  2021 are based on the Cityõs 

FY 2021 revised budget. Interest earnings are estimated by Raftelis beyond FY 2021 based on projected fund 

balances and an assumed annual interest rate of 1.5 percent. All other non-rate revenues are held constant over the 

study period at the FY 2021 revised budget amount. 
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Table 3-13: Water Enterprise Miscellaneous Revenue 

Miscellaneous 
Revenue 

Actual 
FY 2020 

Revised 
Budget  
FY 2021 

Projected  
FY 2022 

Projected  
FY 2023 

Projected  
FY 2024 

Projected  
FY 2025 

Projected  
FY 2026 

Construction 
Deposits  

$54,876 $67,000 $67,000 $67,000 $67,000 $67,000 $67,000 

Water Use 
Reduction Fees 

$11,852 $17,000 $17,000 $17,000 $17,000 $17,000 $17,000 

Water Reserve 
Fees 

$316,364 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 

Interest Earnings $357,867 $100,000 $264,708 $292,248 $304,097 $298,453 $203,555 

Other Revenue $84,941 $0 $0 $0 $0 $0 $0 

Cash Overages ($393) $0 $0 $0 $0 $0 $0 

Total $825,506  $234,000  $398,708  $426,248  $438,097  $432,453  $337,555  

 

3.1.2.WATER ENTERPRISE O&M EXPENSES 
 

Water Enterprise operations and maintenance (O&M) expenses are annual recurring expenses necessary to operate 

and maintain the water system. Water Enterprise expenses excluded from O&M expenses in this study include 

debt service payments, Capital Improvement Plan (CIP) expenditures, and non-cash expenses (such as 

depreciation).  

 

Raftelis projected most O&M expenses over the study period based on the Cityõs FY 2021 revised budget and 

annual inflationary assumptions, with the exception of the PVWMA  Augmentation Charges. The PVWMA 

assesses an Augmentation Charge per AF of groundwater pumped from the groundwater basin to fund its efforts to 

reduce groundwater overdraft and prevent seawater intrusion into the groundwater basin. In FY  2021 this charge 

was $246 per AF.  City staff projects that the existing charge will increase to $344 per AF by the end of the study 

period3.  

 

Table 3-14 shows the PVWMA Augmentation Charges based on actuals for FY 2020, the Cityõs revised budget for 

FY 2021, and Raftelis projections for FY 2022-FY 2026. Projected charges from FY 2022-FY 2026 were calculated 

by multiplying the assumed charge per AF by projected water production in AF (from Table 3-10), after accounting 

for assumed water loss of 3 percent due to leakage. 

 

 
3 Raftelis estimated the PVWMA Water Augmentation Charges per AF each year based on an assumed linear increase 

of approximately $19.60 per year (from $246 per AF in FY 2021 to $344 per AF in FY 2026). 
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Table 3-14: Water Augmentation Charges 

Water Demand  
Actual  

FY 2020 

Revised 
Budget 
FY 2021 

Projected  
FY 2022 

Projected  
FY 2023 

Projected  
FY 2024 

Projected  
FY 2025 

Projected  
FY 2026 

Projected Water Sales 
(AF) 

N/A N/A 5,924 5,955 5,986 6,017 6,049 

Assumed Water Loss N/A N/A 3.0% 3.0% 3.0% 3.0% 3.0% 

Projected Water 
Production (AF)4 

N/A N/A 6,108 6,139 6,171 6,203 6,236 

PVWMA Water 
Augmentation Charge 
Rate ($/AF) 

$246.00 $246.00 $265.60 $285.20 $304.80 $324.40 $344.00 

Calculated PVWMA 
Augmentation Charges 

$1,504,054  $1,500,000  $1,622,157 $1,750,932 $1,881,004 $2,012,383 $2,145,079 

 

All other O&M expenses were projected beyond FY 2021 based on annual inflationary assumptions shown in 

Table 3-15. The general inflation rate is consistent with long-term changes in the Consumer Price Index (CPI). All 

other O&M expense inflationary assumptions shown were developed by Raftelis based on professional judgement 

and industry trends and reviewed by City staff.  

 

Table 3-15: Inflationary Assumptions for Water Enterprise O&M Expenses 

Inflationary Category  Annual Inflation 

General 3.0% 

Salary 5.0% 

Benefits 5.0% 

Utilities 4.0% 

Chemicals 5.0% 

Inter-Dept charges 5.0% 

 

Table 3-16 shows a summary of all Water Enterprise O&M expenses over the study period. It is projected that 

O&M expenses will increase by approximately 4.3 percent per year on average over the study period. All O&M 

expenses in FY 2021 are from the Cityõs FY 2021 revised budget. PVWMA Augmentation Charges (from 

Table 3-14) are included within òWater Operations.ó All other O&M projections for FY 2022-FY 2026 were 

calculated by increasing FY 2021 revised budget amounts by the assumed annual inflationary increases in 

Table 3-15 (each line item O&M expense from the FY 2021 revised budget was assigned to one of the six 

inflationary categories shown). Additionally, òWater Operationsó O&M expenses associated with electricity/gas 

and chemicals (which tend to vary with the quantity of water produced) were increased in proportion to total water 

demand increases each year after adjustment for inflation. 

 

 
4 = [Projected water sales] ÷ [100% - assumed water loss] 












































































































































































































